Several definitions of diversification exist.
Such motivation for diversification could apply Typically, the concept is dynamic and refers to-the equally to proprietary or cooperative forms of relationship among various activities or enterprises in business. which the firm is engaged. As new activities are
The purpose of this paper is to quantitatively acquired by a firm from some existing base of document trends in diversification of regional marketactivities, complementarity of the newly acquired ing cooperatives. 1 Several diversification measures are activity relative to the existing base is subjectively compared. In addition, using regional marketing determined. Judgment is rendered on whether the cooperative fiscal year sales data from 1960 through result represents diversification or conglomeration.
1973, diversification measures are compared across Conventional wisdom has not succinctly difmajor commodity categories. Because of their limited ferentiated between diversification and conglomerageographic scope, local marketing cooperatives are tion. Some writers have considered conglomeration a ignored. special case of diversification [2, 7] . For purposes of
The extent of diversification and/or conglomerathis paper, this taxonomic argument need not be tion has been documented for the proprietary food settled.
sector. Review of several quantitative studies reveals Motives for diversification over time are tradithat diversification/conglomeration in general manutionally regarded as risk reduction, gaining monopoly facturing industries, as well as food industries, has power, and/or attainment of economies of size. Risk increased markedly over time [3, 4, 5, 6] . However, reduction may motivate diversification over spatial or diversification of cooperatives has not been studied. product markets. As Arnould indicates [2, p. 73]:
"...firms would be expected to diversify first into related areas. The marginal cost of THE DATA information would, in most cases, be less if the Fiscal year sales data for all regional marketing moves were in this form rather than of a more cooperatives were obtained from Farmer Cooperative conglomerate nature. The move would also be Service, United States Department of Agriculture for into an area in which there is a relationship 1960-61 through 1973-74. Included are all regional between the existing product and the product cooperatives having any marketing sales during this new to the firm at the procurement, production, period (thus, some cooperatives included are prior distribution and promotion levels. This is a marily supply cooperatives but with some marketing necessary condition if potential economies of sales). Sales were recorded by major commodity scale are to be realized by diversification." category for each cooperative and deflated by Diversification in the present context was measured by calculating two types of indices. An MarketingIndex "aggregate index" would reflect both: (1) proportion A second type of index calculated was a "marof marketing sales to total sales and (2) dispersion of keting index" which reflects solely the dispersion of marketing sales across the 13 possible major commarketing sales across the 13 possible commodity modity categories. Thus, if a cooperative had sales categories without regard to what proportion marketonly in the marketing category and all of these sales ing sales were of total sales. Again, size is not occured in (say) the dairy category, the diversificareflected in the index. tion measure would be zero, or complete specializaThree marketing indices were defined using both tion. The opposite extreme would be a cooperative the concepts of Herfindahl and entropy concenwith a small proportion of marketing sales relative to tration indices [8, pp. 70-73] . Using the above total sales but with the marketing sales spread over all definition of Pij the measures are: 13 categories. Such a cooperative would be highly diversified with respect to marketing. Size in terms of sales is not reflected in the diversification index since
the diversification concept is independent of firm J size. M -Two alternative aggregate indices were com-2) Mi 1-P i j puted. Let Si represent the share of marketing sales to total sales for firm i and Pi the proportion of 3) M = (P log Pil)/log 13. marketing sales in commodity category j for firm i. J Thus, f P.i = 1.0 for each i. The aggregate indices were defined as:
All three measures reflect only the weighted sales dispersion across commodity categories within mar-
keting sales and are product diversification measures.
1
The first measure is a Herfindahl index applied and exclusively to marketing sales, the latter two are similar to two alternative entropy measures of con-
centration adapted to measure product diversification. The last index, M 3 , is relative entropy. The where numerator is divided by the log of the maximum possible number of commodity categories simply so a = if the cooperative is exclusively marketing that it will range from zero to 1.0. M 1 and M 2 have a= 2 if marketing and service or marketing and similar properties where zero represents complete supply specialization and 1.0 represents one-thirteenth of a = 3 if marketing, supply and service and marketing sales in each category.
2 FCS records sales by each marketing cooperative in 13 commodity categories: dairy products; grain; soybean and soybean products; livestock and livestock products; fruits and vegetables; sugar products; poultry products; cotton and cotton products; tobacco; rice; beans and peas; wool and mohair; nuts; and miscellaneous. 3 Both indices range from zero to 1.0. The denominator of A 2 is the maximum value of the numerator so that A 2 willbe constrained from zero to 1.0. diversified cooperatives declined over time. cooperatives is small (less than 10 percent) and declining absolutely but increasing as a percent of total regional marketing cooperatives. The level of The number of diversified cooperatives tended to diversification increased slightly over the data period decline over the data period but so did the total, thus but no strong linear trend existed. Substantial difthe percentage of diversified cooperatives increased ferences existed in diversification by primary ("All categories" item of Table 2 ). The level of commodity category of cooperatives. Some trend diversification for diversified cooperatives increased by toward diversification was evident by initial size of about 14 percent from fiscal year 1960-61 to 1973-74.
regional marketing cooperatives. However, the difference in rate of change in diversification for DIVERSIFICATION AND SIZE small, medium and large sales size categories was not Since diversification is a dynamic concept, sigas large as expected. nificant differences might be expected in both level Although regional marketing cooperatives are decreasing in number and increasing in size, a sification in an effort to reduce risk or achieve substantial trend toward product diversification is economies of size. This analysis does not indicate not apparent over the data period. For example, whether such motives are present but does indicate one might expect regional marketing cooperatives that no general trend toward rapid diversification to be strongly motivated toward product diverexists.
